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Interprovincial Pipe Line Limited 


Annual Report 1984 


Corporate Profile 


Interprovincial Pipe Line Limited and its wholly-owned 
U.S. subsidiary, Lakehead Pipe Line Company, Inc., are 
engaged in the business of transporting crude oil and 
other liquid hydrocarbons through a common carrier 
pipeline system. 


The pipeline system presently extends 3 700 kilometres 
from Edmonton, Alberta, across the Canadian Prairies 
through the Great Lakes region of the U.S. to Toronto, 
Ontario and Montreal, Quebec. 


Construction is proceeding on the Norman Wells crude 
oil pipeline which is to extend 866 kilometres from 
Norman Wells in the Northwest Territories to Zama in 
northwestern Alberta and is scheduled to be completed 
by the spring of 1985. 


Directors’ report to shareholders 


IPL achieved record earnings 
of $130 million in 1984. 
This increase of $33 million over 
1983 resulted from both the full 
year’s earnings performance of 
Hiram Walker Resources Ltd. (HWR) 
and the continued improvement in 
our pipeline business. Earnings per 
share amounted to $3.47, up from 
$3.38 in 1983. This is viewed as a 
substantial achievement. The poten- 
tial diluting effect of the acquisition 
of an equity interest in HWR has 
been fully offset by the improved 
profits of HWR, increased throughput 
in the mainline system and higher 
profits from financial sources. The 
positive effect of broadening the 
Company’s asset base and the 
resulting earnings provides future 
growth potential and a solid financial 
base to support major expansions of 
the pipeline business and other 
promising investment opportunities. 


Our current major growth project is 
construction of the Norman Wells 
pipeline. Pump station construction 
is complete and construction on the 
mainline resumed early in 1985 with 
completion scheduled for the sec- 
ond quarter. We expect the project 
to be in service ahead of schedule 
and under budget. The pipeline has 
been constructed without serious 
environmental problems and with 
minimum social impact on the north. 
The successful completion of the 
Norman Wells pipeline places the 
Company in an excellent strategic 
position to participate in any future 
transportation system from the 
Beaufort Sea when crude oil discov- 
eries are sufficient to meet threshold 
volumes. 


After a period of relatively stable 
throughput and substantial reserve 
Capacity, the Company’s crude oil 
pipeline system in Western Canada 
is now entering a new expansion 
phase which will require significant 
capital investment. This opportunity 
results from a marked change in the 
relative mix of light and heavy crude 
oils transported. A combination of a 
rapid increase in the forecast vol- 
umes of heavy crude oil and the 
continuation of current levels of light 
Crude oil production from Western 
Canada will place a significant 
Capacity constraint on the pipeline 
system. The increase in throughput 
is in part a result of Provincial and 
Federal Government production 
incentives which have encouraged 
expanded exploration and devel- 
opment expenditures for conven- 
tional and non conventional oil 
production. Marketing programs 
which allow for the sale of surplus 
crude oil to the export market in the 
United States have also had a posi- 
tive effect on throughput. We view 
these production and marketing 
incentives as a precursor to signifi- 
cant changes in Canada’s energy 
strategy, currently being negotiated 
between the Federal and Provincial 
Governments. 


The deregulation of crude oil prices 
in Canada, expected to be in place 
in the second quarter of 1985, could 
have some impact on the delivery 
patterns of crude oil transported by 
IPL. However, we do not anticipate 
any significant effect on total pipe- 
line throughput. Further, price dere- 
gulation may well create other 
business opportunities which we 
intend to explore. With a growing 
cash flow, new capacity expansion 
in the main pipeline system under- 
way and completion of the Norman 
Wells line, the Company has the 
financial strength to aggressively 
seek further investments. 


Interprovincial pursued diver- 
sification activities during 1984 by 
searching for an appropriate 
investment in the upstream oil and 
gas business. While deteriorating 
and unstable world oil prices pre- 
cluded a sensible acquisition during 
1984, the Company remains inter- 
ested in and continues to evaluate 
business opportunities that will com- 
plement the pipeline base. 


Finally, it has been the dedication, 
skill and experience of our employ- 
ees that have enabled the Company 
to maintain a high level of perform- 
ance. The directors and manage- 
ment take this opportunity to record 
Our appreciation and respect for 
their continued achievement and 
support. 


R. K. Heule, President 
& Chief Executive Officer 


Financial and statistical highlights 


1984 1983 Increase 
Transportation revenue $436,982,000 $405,304 ,000 8% 
Expenses, excluding taxes 251,626,000 230,907,000 9% 
Income and other taxes 128,592,000 119,049,000 8% 
Earnings 129,608,000 97,006,000 34% 
per share 3.47 Sele 3% 
Dividends paid 67,098,000 46,746,000 44% 
per share 1.70 1.60 6% 
Capital expenditures 185,563,000 92,581,000 
Cash provided from operations 164,524,000 141,507,000 
Deliveries (cubic metres per day) 211 601 198 856 6% 
Cubic metre kilometres (millions) 181 386 Vi22A 6% 


1 cubic metre (m%) = 6.3 barrels 
1 kilometre (km) = 0.6 miles 


Annual Meeting 


2:30 p.m. Wednesday, April 10, 1985 


Upper Canada Room, Royal York Hotel, 


100 Front Street West, Toronto. 


Leave this page unfolded for easy 
reference while reading. 


The Notice of Meeting, Management 
Proxy Circular and Form of Proxy are 
being mailed with this report on or about 
March 15, 1985 to all shareholders of 
record. 


Shareholders are encouraged to com- 
plete and sign the enclosed Proxy and 
to attend the Annual Meeting. 


Contents Page 
Directors’ report to shareholders 1 
Operations review 3 
Financial review 9 
Financial statements and 

auditors’ report ie) 
Five year review 24 


Corporate directory 26 


Operations review 


Deliveries 


System deliveries of crude oil and 
other liquid hydrocarbons averaged 
212 000 cubic metres per day (m°/d) 
during 1984. This represents an 
increase of 6% over 1983. 


Deliveries into Ontario were up by 
some 5 000 m°/d. In contrast to the 
inventory reductions occurring in 
1983, Ontario refiners maintained or 
increased their 1984 inventory 
levels. In addition, there was an 
increase in Ontario demand for 
refined products, in product exports 
to the United States and in product 
shipments into Quebec due to refin- 
ery closures in Montreal. 


The Federal Government continued 
its program to subsidize the trans- 
portation costs of refiners shipping 
light crude oil from Montreal to 
Quebec City and Atlantic region 
refineries. 


System deliveries of Canadian crude 
oil to U.S. refiners were up 29% over 
1983. Competitive export pricing of 
Canadian heavy crude oil as weil as 
the continued export of significant 
volumes of Canadian light crude oil 
contributed to the improved export 
deliveries. 


September 1984 receipts were 
reduced by the shutdown of a syn- 
thetic crude oil plant in Alberta. In 
subsequent months additional con- 
ventional light crude oil production 
compensated for reduced synthetic 
crude oil production. The plant 
resumed full operations in mid- 
December. 


The new 13 km pipeline connecting 
Gulf Canada’s refinery in Missis- 
sauga, Ontario,with the Sarnia- 
Montreal pipeline was completed in 
September. 


Small volumes have been shipped in 
the southern portion of the Com- 
pany’s new Norman Wells pipeline 
since August. The remainder of the 
line will be completed and placed in 
service in the second quarter of 
1985. 


The Frontier pipeline, which runs 
from the Wyoming-Utah Overthrust 
Belt to Casper, Wyoming, satisfac- 
torily completed its first year of oper- 
ations with deliveries of 2 500 m°/d. 
The Company holds a 35% partner- 
ship interest in Frontier. 


Deliveries 
(in thousands of m°/d) 
1984 1983 1982 
Prairies 
Light Oil 9 480 10 832 12 968 
Medium & Heavy Oil 340 709 TENE 
Refined Products 14 430 11) O24 7 994 
24 250 22 584 21 699 
United States 
Light Oil 26 627 19 816 Uoer sie: 
Medium & Heavy Oil 34 853 Setooc PAS OS} 
61 480 52 198 41 726 
Eastern Canada 
Light Oil 103 090 105 891 104 468 
Medium & Heavy Oil 12 181 8 946 12:505 
Natural Gas Liquids 10 600 9 237 1053s 
125 871 124 074 127 506 
Total Deliveries 211 601 198 856 190 931 


Norman Wells Pipeline Project 


During the winter of 1983/84, 
approximately two-thirds of the pipe- 
line was installed between Norman 
Wells, Northwest Territories, and 
Zama, Alberta, leaving 281 km to 

be completed during the 1984/85 
winter. This work is presently under- 
way. 


During the summer and fall, two 
major river crossings were com- 
pleted. Both the Great Bear and the 
Mackenzie Rivers were crossed 
using conventional techniques. The 
three pump stations with diesel 
engine drivers and associated con- 
trol systems were built and commis- 
sioned in 1984. Two of the three 
remote maintenance bases were fin- 
ished and the third is almost 
complete. 


There have been no significant cost 
overruns in the work to date. This, 
together with fixed price contract 
procedures and a competitive mar- 
ket, has permitted a reduction in the 
overall cost forecast to $400 million. 


Although the line will be in service 
this spring, further clean up and res- 
toration work will continue through 
next winter. 


Capital Expenditures 


1984 Review 


Capital expenditures on the existing 
system totalled $28 million in 1984. 
In addition to the completion of the 
pipeline from Mississauga, Ontario to 
the Sarnia-Montreal pipeline, other 
projects included additional injection 
facilities for heavy crude oil at Hardi- 
sty, Alberta, pipeline control upgrade 
for the refined products line and the 
start of construction on a new office 
building in Superior, Wisconsin for 
Lakehead Pipe Line. 


1985 Forecast 

Capital expenditures on the existing 
system for 1985 are estimated at 
$130 million. This includes $11 mil- 
lion to complete projects com- 
menced in 1984 or earlier. 


Crude Oil Capacity vs Throughput—Western Canada 


(in thousands of m3/d) 


Capacity: Existing facilities 
Planned facilities 
Throughput: Medium & Heavy Oil 
Light Oil 


The Company has started a major 
expansion of the Edmonton to Supe- 
rior section of its system. The expan- 
sion, expected to cost $115 million, 
will increase the capacity of Lines 2 
and 3 by 12 000 m°/d by the fourth 
quarter of 1985 and by an additional 
25 000 m/d by the end of 1986. It 
will consist of the construction of 
new pumping facilities, modifications 
and additions to existing pumping 
stations and modifications to the 
mainline piping configuration. 


The additional capacity is necessary 
to meet the growing crude oil trans- 
portation requirements resulting from 
the sustained level of Western Cana- 
dian light crude oil production and 
the increasing amount of heavy 
crude oil entering the system, par- 
ticularly in the form of bitumen from 
the Cold Lake area of Alberta. 


The expansion program over the 
two year period is expected to be 
financed with a $50-$75 million debt 
issue and the balance with internal 
funds. 


A ee a Ny ys a 
SESS 


Tariffs and Rate Regulation 

Early in 1984, the National Energy 
Board's decision on Interprovincial’s 
rates authorized the continuation of 
a 15.25% equity rate of return and 
an equity ratio of 42.5%. Con- 
sequently, new tolls incorporating an 
average increase of 1.3% were put 
in place. An average decrease in 
rates of 4.4% was implemented by 
the Company effective September 1 
in response to the higher volumes 
expected for the balance of the year. 


In the United States, the 1982 Fed- 
eral Energy Regulatory Commission 
decision in the Williams Pipe Line 
Company case was remanded by 
the United States Court of Appeals 
for the District of Columbia Circuit to 
the Commission for re-examination 


Interprovincial and Lakehead 
Rate Base & Return on Rate Base 
(in millions of dollars) 


§& Interprovincial 
fj Lakehead ($U.S.) 


Rate Base 
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of the regulatory methodology to be 
applied to oil pipelines. It is antici- 
pated FERC will announce a deci- 
sion in 1985. Until that decision is 
announced, any changes in the 
method of regulation and the impact 
on Lakehead'’s rates, if any, cannot 
be determined. 


As a result of tariff filings in 1984, 
rates in Canadian funds for repre- 
sentative shipments of light crude 

oil from Edmonton to Sarnia and 
Edmonton to Montreal are $6.59/m? 
and $7.95/m* respectively.The 
rates for heavier crude oil, natural 
gas liquids and refined products are 
slightly higher. 


Where your gasoline dollar goes 


Taxes & Royalties 
Producer 
r Refining, Marketing 


IPL Pipeline Tariff—1.5% 


Financial review 


Eamings and Cash Flow 


Earnings in 1984 were $130 million 
or $3.47 per share compared with 
$97 million or $3.38 per share in 
1983 and $75 million or $2.90 per 
share in 1982. As a result of the 
share exchange with HWR in the 
fourth quarter of 1983, average 
shares outstanding increased from 
25.8 million in 1982 to 28.7 million 
in 1983 and 37.3 million in 1984. 


Although most aspects of the Com- 
pany’s operations contributed to the 
34% increase in dollar earnings in 
1984, almost half of the increase 
resulted from the inclusion of Inter- 
provincial’s share of the earnings of 
HWR for a full year in 1984 versus 
three months in 1983. Other major 
factors were the increased deliveries 
of Canadian production exported to 
the U.S. and higher profits from 
financial sources such as the U.S. 
dollar exchange rate, short term 
investment income and a lower U.S. 
withholding tax on Lakehead’s 
dividends. 


The increase in 1983 over 1982 
earnings was largely attributable 

to increased crude oil exports to the 
United States, as well as higher aver- 
age tariffs throughout the year. 


The IPL system transports over 50 
different types of liquid hydro- 
carbons including from left, 
unleaded premium gasoline, diesel 
fuel, light crude oil, synthetic crude 
oil, heavy crude oil and jet fuel. 


Consolidated earnings for the three 

years can be analyzed as follows: 
1984 1983 1982 
(in millions of dollars) 


Canadian pipeline 


operations Sel ioe Or bee 0 
U.S. pipeline operations 
(U.S. dollars) 53 50 40 


Foreign exchange 16 11 fal 
Withholding taxes (8) @Q) (8) 
Norman Wells pipeline 


project ie) 6 2 
Investment and other 

income 16 10 10 

105 88 75 

Equity in HWR 25 ° — 


SUSOL SS GSS 


Canadian pipeline earnings have 
remained stable over the three year 
period as a result of a relatively con- 
stant investment base and equity 
return. Volume increases of 6% and 
4% have occurred in 1984 and 1983 
respectively but have been offset by 
higher operating and financial costs 
and, in some cases, by lower aver- 
age tariffs. 


U.S. pipeline earnings rose margin- 
ally in 1984 compared with 1983 
due to increased throughputs and 
the inclusion of Frontier pipeline 
earnings. The improvement in 1983 
was attributable to both higher vol- 
umes and higher average tariffs. 


The increase in investment and other 
income in 1984 resulted from a com- 
bination of higher investment yields, 
larger cash balances and gains on 
repurchase of Company debt. 


Cash provided from operations grew 
from $129 million in 1982 to $142 
million in 1983 and $165 million in 
1984. This was primarily due to the 
increases in operating earnings and 
the receipt of dividends from HWR 
for a full year in 1984 and one quar- 
ter in 1983. 


After providing for long term debt 
retirements and dividend payments, 
operating cash flows in the three 
years were sufficient to finance addi- 
tions to the existing pipeline system 
and provide equity funds for the 
Norman Wells project. 


The substantial increase in dividends 
paid in 1984 reflected the larger 
number of shares outstanding 
throughout the year and an increase 
of 5¢ per share in the quarterly divi- 
dend rate effective September 1, 
1984. 


Earnings, Dividends and Cash Flow 
(in millions of dollars) 


'™ Cash Flow 
» Earnings 
Dividends 


External Financing 

During 1984 Interprovincial Pipe 
Line (NW) Ltd. sold two 20 year 
debenture issues to provide long 
term financing for the Norman Wells 
pipeline project. In April, $100 mil- 
lion 13.40% Debentures, Series A 
were sold to the Canadian public, 
followed by a similar sale of $75 mil- 
lion 12.70% Debentures, Series B in 
November. Both of these issues rep- 
resent non-recourse project financ- 
ing for the Company. Further costs 
of the project are being financed by 
commercial paper or interim bank 
loans and a final long term debt 
issue may be expected in 1985 
depending on market conditions. 


In 1983, $50 million 1214% debt 
maturing May 1, 1993 was issued by 
Interprovincial in the European capi- 
tal market. These funds were used to 
finance additions to the pipeline sys- 
tem as well as to provide for working 
capital needs. 


Financial Position 


The Company’s growing cash flow 
from operations and its ability to 
obtain appropriate external financing 
resulted in cash and net short term 
investments increasing from $171 
million at the end of 1983 to $176 
million at December 31, 1984. 


The ratio of long term debt to long 
term debt plus equity was 41.0% at 
the end of 1984, up from 38.2% in 
1983 due to debt issued to finance 
the Norman Wells project. Earnings 
coverage of interest was 7.5 times 
compared with 6.3 times in 1983. 


The financial strength of the Com- 
pany is more appropriately reflected 
by excluding the $175 million non- 
recourse Norman Wells debt and the 
$138 million debt used to finance 
the Sarnia to Montreal pipeline. 
Under the terms of the Norman Wells 
Pipeline Agreement, debt repayment 
has been secured by Imperial Oil 
Limited. Also, under the terms of a 


Deficiency Agreement, the Govern- 
ment of Canada has similar obliga- 
tions with respect to the Montreal 
Extension debt. Excluding these 
debt issues, the proportion of debt to 
debt plus equity would decline to 
21.4% from 28.0% and the coverage 
of interest expense would improve to 
12.9 times from 11.3 times. This 
strong financial position provides a 
firm base to support the Company’s 
expansion plans. 


Reporting the Effects of Changing Prices 


The Canadian Institute of Chartered 
Accountants has recommended that 
certain large public companies 
report the effects of changing prices 
on their operations on an unaudited 
basis. The Company has reviewed 
these recommendations and has 
determined that such information 
would not appropriately reflect the 
economics of its pipeline operations. 


Long Term Debt/Long Term Debt & Equity 
(percent) 


» Consolidated 
@ Excluding Project Debt 


Earnings Coverage of Interest 
(times) 


© Consolidated 
© Excluding Project Debt 
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Under regulations in Canada, only 
historical costs of the pipeline sys- 
tem are recoverable in revenue; the 
excess of Current cost over historical 
cost and the related increased 
depreciation charge are not recov- 
erable and therefore current cost 
information would be misleading. 
However, based on past regulatory 
practices both in Canada and in the 
United States, the Company believes 
that it will be allowed to earn a fair 
return on investors’ capital when 
replacement of facilities actually 
occurs in the future. This position is 
also supported by other rate regu- 
lated companies who have 
expressed the same concerns about 
the significance and relevance of 
current cost accounting for rate 
regulated enterprises. 


Hiram Walker Resources Ltd. 


The Company owns a 15.7% equity 
interest in Hiram Walker Resources 
Ltd., which operates in three princi- 
pal businesses. It produces and mar- 
kets a full range of distilled spirits 
throughout the world, is one of the 
largest Canadian explorers for and 
producers of oil and gas and, 
through an 88% interest in 
Consumers’ Gas Company Ltd., 
owns one of Canada’s largest 
natural gas distribution utilities. 


HWR's earnings for the year ended 
September 30, 1984 were $245 mil- 
lion, an increase of 32% over the 
previous year’s earnings of $186 
million. Of this increase, $30 million 
was applicable to HWR’s equity 
earnings in IPL with all three princi- 
pal businesses of HWR contributing 
to the balance of the improvement. 


Hiram Walker Resources Ltd. 
Financial Highlights 


In the distilled spirits segment, HWR 
strengthened its market share in 
most major spirits and added several 
new products. Natural resource 
earnings benefited from significantly 
lower depletion charges as well as 
administrative cost efficiencies in 
U.S. operations. Additional custom- 
ers, colder weather and improved 
industrial demand contributed to 
higher earnings for Consumers Gas. 


An increase in HWR’s quarterly divi- 
dend from 33¢ to 35¢ per share was 
declared payable January 1, 1985. 


Three months ended Year ended 
December 31, September 30, 
(in millions of dollars except per share amounts) 1984 1983 1984 1983 
(unaudited) 
Revenue $1,060 $1,008 $3,676 $3,403 
Net income 108 79 245 186 
Net income per share 1.19 0.85 2.54 2.03 
Dividends per share 0.35 O33 1.32 ISS 
Total assets 5,542 5,284 5,331 4,840 
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1. Summary of Significant Accounting Policies: 

The consolidated financial statements are prepared in accordance 
with accounting principles generally accepted in Canada and con- 
form in all material respects with the historical cost accounting 


standards of the International Accounting Standards Committee. A 


reconciliation to United States generally accepted accounting prin- 
Ciples is provided in Note 14. 


Principles of consolidation 


The consolidated financial statements include the accounts of 
Interprovincial Pipe Line Limited (‘‘Interprovincial’’) and its wholly- 
owned subsidiaries, Interprovincial Pipe Line (NW) Ltd. and Inter- 
provincial Pipe Line (Alberta) Ltd. in Canada and Lakehead Pipe 
Line Company, Inc. (‘‘Lakehead’’) and its wholly-owned subsidi- 
ary, LPL Investments, Inc., in the United States. 


Equity accounting 

Interprovincial’s investment in Hiram Walker Resources Ltd. 
(‘HWR’’) is accounted for by the equity method. Under this 
method the investment is carried at cost plus the equity in undis- 
tributed earnings less amortization of the excess of purchase price 


over net book value of the HWR shares acquired at the acquisition 


date. This excess is being charged to earnings on the straight-line 
basis over a period of 40 years. 


Interprovincial also has a 50% interest in IPL Tower, an unincorpo: 
rated joint venture, and through LPL Investments, Inc. is a 35% 
partner in Frontier Pipeline Company. The company accounts for 
both of these investments on the equity basis. 


Regulation 


Interprovincial and Lakehead own and operate a bipsine sysiems 
for the transportation of crude oil and other liquid hydrocarbons. 


Construction, operations, accounting and rates in Canada are 
under the regulatory authority of the National Energy Board. 
Rates, accounting and other practices in the United States are - 
under the regulatory authority of the Federal Energy Regulatory 
Commission. 


Translation of United States funds 

Prior to 1983 the company followed the current/non-current 
-method of accounting for the assets and liabilities of its U.S. sub- 
sidiary. The current rate method has been applied prospectively 
commencing in 1983. 


Under the current rate method the accounts of Interprovincial’s 
U.S. subsidiary are translated into Canadian dollars in accordance 
with procedures recommended for self-sustaining foreign oper- 
ations. Revenue and expense items, including depreciation and 
amortization, are translated at monthly rates of exchange. Assets 
and liabilities are translated at the rate of exchange in effect at the 
balance sheet date. Foreign currency translation adjustments are 
included as a separate component of Shareholders’ Equity. 


Discount and expense on long term debt 


The balance of unamortized discount and expense is being amor- 
tized on the straight-line basis over the life of the debt. 


Pipeline transportation system, depreciation and amortization 


Expenditures for system expansion and major renewals and better- 
ments are capitalized whereas maintenance and repair costs are 


charged to operating expenses as incurred. 


The Canadian companies follow the accounting practice of capital- 
izing, at rates authorized by the National Energy Board, an allow- 
ance for debt and equity funds required to finance construction in 
Canada. 


_ Lakehead capitalizes an allowance for interest incurred on external 


borrowings in accordance with the Financial Accounting Stand- 
ards statement Capitalization of Interest Cost. 


The company provides for depreciation of fixed assets, excluding 
the Montreal Extension, on the straight-line basis at rates that aver- 


age approximately 3%. 


In accordance with terms of the Deficiency Agreement with the 
Canadian Government, Interprovincial is providing for depreciation 
of all Montreal Extension depreciable facilities on a 20-year 
straight-line basis. 


When fixed assets are retired or otherwise disposed of, the cost 
less net salvage is charged to accumulated depreciation, except 
for unusual disposals for which the profit or loss is included in 
earnings as directed by regulatory authorities. 


Deferred income and withholding taxes 


The company follows the tax allocation basis of accounting. Under 
income tax regulations, depreciation and other costs deducted 

for tax purposes may differ from the amounts recorded in the 
accounts. The company claims deductions permitted for tax pur- 
poses which result in maximum benefits and deferral of taxes to 
years when amounts deductible are less than ol recorded 

in the accounts. 


Earnings of Lakehead are subject to a 10% US. withholding tax 
when paid as dividends to Interprovincial. It has not been consid- 
ered necessary to provide for this tax on retained earnings of 
$85 632,000 U.S. of Lakehead at December 31, 1984 because 
they have been reinvested in that company. 


Deferred investment tax credits 


The United States subsidiary companies are allowed credits 
against income taxes payable of a specified percentage of the cost 
of most depreciable assets acquired and placed into service. These 
credits have been deferred and are being taken into earnings over 
the life of the related assets. 


Earnings per share 

Earnings per share are computed on the weighted average num- 
ber of shares outstanding of 37,304,538, 28,671,674 and 
25,761,534 in 1984, 1983 and 1982 respectively. There would 
have been no material dilution of earnings per share if outstanding 
stock options had been exercised during the year. The weighted 
average number of shares outstanding has been reduced by 
Interprovincial’s pro rata interest in its own shares resulting from 
the investment in HWR. 


_ Norman Wells pipeline project — 
_The National Energy Board has i ac 
_ venience and Necessity to Interprovinci al | N 

authorizing construction of a 324 mm diameter pipeline 8 
_ length from. Norman Wells in the Northwest Territories to Zal ain 

northern Alberta. Construction commenced in 1983 WwW “) col 


6. Long Term Debt: 
Long Term Debt outstanding at December 31 was as follows: 


(in thousands of dollars) 1984 1983 
Interprovincial Pipe Line Limited 
Sinking Fund Debentures (unsecured)— _ 
Series A—6%% due November 1, 1986 $ 12,055 | $ 14,647 
B—9%% due December 1, 1990 35,581 37,887 
C—8%% due May 1, 1993 31,944 33,907 
D—10%% due July 15, 1996 57,159 62,710 
_ E—11%% due February 1, 1996 54,052 59,638 
F—10%% due May 1, 1996 31,880 34,540 
Debentures (unsecured)— 
Series G—12'4% due May 1, 1993 50,000 50,000 
Interprovincial Pipe Line (NW) Ltd. 
Sinking Fund Debentures (secured by an assignment of the 
Norman Wells Pipeline Agreement and a first mortgage)— 
Series A—13.40% due April 1, 2004 100,000 
B—12.70% due November 15, 2004 75,000 
Project financing—at various interest rates erosma bank prime rates 12,039 38,126 
Lakehead Pipe Line Company, Inc. 
Sinking Fund Debentures (guaranteed by Interprovincial) — 
Series A—6%2% due August 1, 1992 
—(1984—$8,622 U.S.; 1983—$10,478 US.) 11.393 13,039 
- B—7%% due April 15, 1993 
— (1984—$18,320 US.; 1983—$36, 912 U. Ss) 24,208 45,933 
_ C—7.60% due June 15, 1997 
(1984—$20,865 U.S.; 1983—$22,480 US.) 21571 27,974 
522,882 418,401 
Less—Current portion | 7,811 8,812 
| _ $515,071 $409,589 


In order to provide initial financing for the Norman Wells pipeline 
project the company entered into a Bank Loan Agreement that 
provides for the anticipated requirements of $300,000,000 plus an 
overrun facility of up to $75,000,000. Funds available under the 
Agreement are reduced by the amount of other long term fixed 
rate indebtedness incurred to finance the pipeline project. Loans 

_ provided under the Agreement are repayable over a 10-year term 

- commencing with the completion of the project and may be repaid 

at any time without penalty. Minimum quarterly payments of princi- 


. pal are required to be the greater of 1% of the loans outstanding at 


the time of completion or an amount based on depreciation 
expense of the pipeline project. 


Principal repayments required on Long Term Debt, excluding 
Project financing, for the years ended December 31, 1985 
through 1989 are $7,811,000, $30,291,000, $26,335,000, 
$28,421,000 and $31,222,000 respectively. — 


Interest on Long Term Debt for the year ended December 31, 
1984 amounted to $53,174,000 (1 983—$37,406,000, 
1982—$33,580,000) of which $16,930,000 (1 983—$625,000, 
1982—$49,000) has been capitalized as part of the pipeline 
transportation system. 


7. Copital Stock: 


Interprovincial is authorized to issue 42, 000,000 common Shares 


8. Stock Options: 
Stock options outstanding at December 31 were as follows: 


and an unlimited number of non-voting preferred shares. No pre- 1984 1983 1982 
ferred shares have been issued. : S Shares under option, 
a beginning of year 29,500 43,500 50,500 
Number er Options granted 44,400 
(00's) Options exercised (15,000) (14,000) (7,000) 
Exercise of stock options 7,000 103 end of year 58,900 29,500 43,500 
ne SA Weremper a1 98a opt ted under the Empl 
— 25,794,742 28.270 ecember 31, options granted under the Employee 
oot at December 31. = a ots 507 ___ Incentive Stock Option Plan (1969), were outstanding for 14,500 
Exercise of stock options shares at a price of $14.75 per share exercisable until December 
Stock dividends 39 (32 1,039 1988. 
13,600,000 353,600 : : a : 
issue of common shares to HWA An Incentive Stock Option Plan (1984) authorizing the issue of a 
Lae and — (68) maximum of 400,000 shares of capital stock of Interprovincial was 
ol common snares approved in 1984. Under the Plan full-time key employees of the 
Balance at December 31, 1983 39,448,416 383,116 company may be granted options until December 31, 1988 to pur- 
Exercise of stock options 15,000 221 chase unissued shares of capital stock at not less than 90% of the 
Gicck dividends 30,475 901 fair market value of the shares on the day of the grant (100% for 
Oo er ot det 39 493 691 $384,238 employees of Lakehead). At December 31, 1984, options were 


outstanding on a total of 44,400 shares at $27.00 per share. 
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12. Segmented Information: 


The company is engaged in the bicnes of transporting crude on 
and other liquid hydrocarbons through a common carrier pipeline 
system in Canada and the United States. Information by geo- 
graphic segment at December 31 was as follows: 


(in thousands of dollars) 1984 1983 1982 


Transportation revenue 
Canada 
United States 


S 176.160 $ 1/2519 $ 162,180 
260,822 232,/85 196,424 


$ 436,982 $ 405,304 $ 358,604 


Contribution to earnings 


Canada $ 61567 $ 41224 § 29,108 
United States 68,041 55,782 45,634 
$ 129,608 $ 97,006 $ 74,742 


Identifiable assets 
Canada 
United States 


$1,180,503 $ 979,046 $ 542,551 
376,880 367,458 314,853 


$1,557,383 $1,346,504 $ 857,404 


13. Commitment and Contingency: 

Interprovincial has signed a cash deficiency agreement with 
respect to Frontier Pipeline Company and is committed to support, 
to the extent of LPL Investments, Inc.’s partnership interest, the 
financial obligations of the partnership. Interprovincial is also con- 


tingently liable for all obligations of the IPL Tower joint venture: 
however, if called upon to meet these obligations, Interprovincial 
would have recourse to the assets of the joint venture to recover 
such amounts. 


14. Reconciliation to United States generally accepted accounting principles: 


*1983 quarterly results have been restated to reflect the adoption in the fourth quarter, effective January 1, 1983, of the current rate method of 
foreign currency translation recommended for self-sustaining foreign operations. 
**Cash dividends paid to shareholders resident in most countries with which Canada has a tax convention, including the United States, are gener- 
ally subject to Canadian withholding tax at a rate of 15%. Cash dividends paid to other non-residents of Canada are usually subject to with- 


holding tax at a maximum rate of 25%. 


***The Company’s stock is traded on the Toronto and Montreal stock exchanges in Canada and on a limited basis in the over-the-counter market 
in the United States. Prices and volumes shown are for the Toronto Stock Exchange. 


“a 


The effect on consolidated earnings for the years ended December (in thousands of dollars) 1984 1983 1982 
31 which would result from the application of accounting prin- Earnings for the year before 
ciples generally accepted in the United States is summarized _ reconciling items $129,608 $97,006 $74,742 
below. Reconciling items: 
Translation of Lakehead’s 
U.S. dollar financial 
statements in accordance 
with Financial Accounting 
Standards Board Statement 
Number 8. (3,246) 
Capitalization of interest cost 
in accordance with Financial 
Accounting Standards Board 
Statement Number 34. (1,700) (500) (1,000) 
Earnings for the year $127,908 $96,506 $70,496 
Summarized Gusneny Information (unaudited) 
: 1984 1983 
First Second Third Fourth First Second Third Fourth 
Financial (in thousands of dollars 
except per share amounts) 
Transportation revenue $106,964 $109,434 $109,098 $111,486 $103,788 $ 90,835 $100,469 $110,212 
Earnings 34,743 27,148 30,118 37,599 22,804 * 19,195> 22,409" 32,598" 
per share 0.93 0.73 0.81 1.00 0.88* 0./57 0.87" 0.88* 
Dividends * * 15,779 15,784 17,765 17,770 10,318 10,324 10,329 15,775 
per share © 0.40 0.40 0.45 0.45 0.40 0.40 0.40 0.40 
Share trading *** 
High 33% 29% 33 30% 28% 29% S12 34% 
Low 26% 252 28% 30% 21% 26% 25% 28% 
Volume (in thousands) 790 553 849 1,086 1,208 961 961 743 
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Five year review 


Financial (in thousands of dollars except per share amounts) 1984 1983 1982 1981 1980 

Operations: 

Income —Transportation revenue $436,982 $405,304 $358,604 $302,097 $302,028 
—Deficiency Agreement 7,430 7,369 7,410 7,747 6,760 
—Interest and other income 30,830 19,128 18,014 S257 11,776 
—Allowance for equity funds 9,641 6,478 2,695 EES oe 494 

Expenses—Power 100,725 79,862 65.512 63,033 75,044 
—Operating and administrative 68,720 68,794 68,494 54,625 47,614 
—Property and other taxes 24,277 22,230 205507 19;059 18,169 
—Depreciation and amortization 45,937 45,470 44,050 42,959 42,091 
—Interest 36,244 36,781 S33i 34,937 Siena 

Income taxes 104,315 96,819 79,887 56,467 52,16) 

Equity in earnings of HWR 24,943 8,683 

Earnings for the year 129,608 97,006 74,742 56,360 48,704 

Dividends paid 67,098 46,746 41,213 38,544 38,459 

Dividend payout 52% 48% 55% 68% 79% 

Cash provided from operations 164,524 1AILSOT 129,403 105,041 93,546 

Net internal cash generated 52,749 69,676 ikssisls) 40,131 SOmas 

Per Share: 

Earnings 3.47 3.39 2.90 2.19 1.90 

Dividends 1.70 1.60 1.60 1.50 1.50 

Assets: 

Working capital 153,667 146,285 81,845 SILods 54,674 

Pipeline transportation system, at cost 

less accumulated depreciation and amortization 960,429 192°959 694,391 ebO,0S2 710,693 


Total assets 1,557,383 1,346,504 857,404 823,026 828,267 
Cee 


Capitalization: 


Long term debt 516,071 409,589" 332,092 358,863 379,984 
Deferred taxes and credits 201,985 183,898 160,665 152,600 146,127 
Shareholders’ equity 739,719 663,364 301,133 266,576 247,860 
Total capital employed (F456 50/0 msc oo, Gol 794,390 778,039 113,982 
Ratios: 

Long term debt to long term debt plus equity 41.0% 38.2% 52.5% 57.4% 60.5% 
Earnings coverage of interest TeSy, 6.3x 5.6x 4.2x 3.1X 
Return on average capital employed 10.9% 12.6% 11.6% 9.5% 8.6% 


Return on average shareholders’ equity 18.5% 25.0% 26.3% 21.9% 20.1% 
ite lela alee be Se ee ene ee 


Statistical 1984 1983 NGS2 1981 1980 
Shares outstanding at year end (thousands) 39,494 39,448 BOT) 25,/34 ZO. 
Percentage of shares registered in Canada 97% 97% 96% 96% 95% 
Shareholders at year end 14,392 15,879 le 9il2 20,158 21,598 
Number of employees at year end 825 798 782 801 809 
Receipts (m3/d)—Alberta NG261/opeloo coo emai 1/76" 7141909 = - 15/251 
—Saskatchewan 29 906 25 879 22.505 19 878 24119 
—Manitoba 2414 2159 tAt2 1,622 1 678 
—Ontario W222 518 651 273 510 
—United States 15 728 17 063 25 446 34 935 39 951 
21 OOser 08-885 9a1.917490) 198617 223509 
Deliveries (m?/d) 
Canada 
Canadian Production 
Prairie Provinces 24 250 22 584 21 699 21 693 Ze 10 
Ontario 87 426 82 258 78 497 90 164 93 782 
Quebec 35 902 39 181 39 832 33 736 43 838 
147578 144023 140028 145593 159890 
U.S. and offshore production 
Ontario 2 287 24275 Ses) 6 679 8 942 
Quebec 256 360 2 804 Jor 5 180 
2 543 2635 SC) alee 10 016 14 122 
Total Canadian deliveries 150 121 146 658 149 205 155 609 174012 
United States 
Canadian production 48 452 37 424 24 982 1G250i 23 300 
U.S. and offshore production 13 028 14774 16 744 24 946 25 618 
Total U.S. deliveries 61 480 52 198 41 726 43 447 48 918 
211 601 198 856 190937 199056 222930 
Cubic metre kilometres (millions) 181 386 Liha Eee 159 739 iMeke) (hey Ot 2 7 
Average haul (kilometres) 2 342 Zod 2 292 2 254 a ae)S) 
Average transportation revenue 
(including Deficiency Agreement) 
—per cubic metre $5.74 $5.69 $5.25 $4.26 $3.78 
—per 100 cubic metre kilometres 24.5¢ 24.1¢ 22.9¢ 18.9¢ 16.5¢ 
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